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File Ref. No. 1400 
Auditing Standards Board 
Approved Highlights 
April 3-5, 2001  
AUDITING STANDARDS BOARD 
 
Meeting: Auditing Standards Board (ASB) 
 
Date:  April 3-5, 2001 
 
Location: 1211 Avenue of the Americas 
  New York, NY 
     
Meeting  
Attendance: James S. Gerson, Chair 
  Ray Whittington, Vice Chair   
  Linda Cheatham 
Craig Crawford 
  Richard Dieter 
Sally L. Hoffman 
  Michael P. Manspeaker   
Scott McDonald 
Susan Menelaides 
Keith O. Newton 
Alan G. Paulus 
  Robert C. Steiner 
  Bruce P. Webb 
  Chip Williams  
 
  Absent 
 
  Robert Dacey 
      
  Other Participants 
 
  Chuck Landes, Director, Audit and Attest Standards 
  Susan Jones, Senior Technical Manager, Audit and Attest Standards 
  Gretchen Fischbach, Technical Manager, Audit and Attest Standards 
  Jane Mancino, Technical Manager, Audit and Attest Standards 
  Judith Sherinsky, Technical Manager, Audit and Attest Standards 
 
  Observers 
  Joseph Bentz, Grant Thornton LLP 
  John Brolly, PriceWaterhouseCoopers LLP 
  Sam Burke, Securities and Exchange Commission 
  Jennifer Burns, Deloite & Touche LLP 
  Carina Canedo, Securities and Exchange Commission   
Robert Dohrer, McGladrey & Pullen LLP 
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  John Fogarty, Deloitte & Touche LLP, Chair, Risk Assessments Task Force 
  John Frech, Arthur Andersen LLP 
  George Fritz, Public Oversight Board 
  Jon Grant, Auditing Principles Board 
Cheryl Hatfield, Practitioner’s Publishing Company 
Hank Jaenicke, Drexell University  
Don Kirk, Public Oversight Board   
Aram Kostoglian, KPMG LLP 
Paul Lohnes, Canadian Institute of Chartered Accountants 
Jan Munro, International Federal of Accountants 
Randy Noonan, KPMG LLP   
Laura Phillips, Ernst & Young LLP 
Tom Ray, KPMP LLP 
Jim Sylph, Canadian Institute of Chartered Accountants 
   
I. CHAIR’S AND VICE CHAIR’S REPORT  
 
J. Gerson, provided an update on the Audit Issues Task Force (AITF) meetings on February 20th 
and March 22, 2001 and the IAPC meeting. 
 
II. AGENDA ITEMS PRESENTED AT MEETING 
Audit Documentation 
 
W. Scott McDonald, chair of the Audit Documentation Task Force, led the ASB’s discussion of 
a draft exposure draft containing guidance for a new documentation standard to replace SAS No. 
41, Working Papers, as well as proposed amendments to add documentation requirements to 
SAS No. 47 Audit Risk and Materiality, SAS No. 56, Analytical Procedures, and SAS No. 59, 
The Auditor’s Consideration of an Entity’s Ability to Continue as a Going Concern. The draft 
exposure draft also includes a proposed amendment to SSAE No. 10, Attestation Standards: 
Revision and Recodification to incorporate the guidance and terminology from the proposed new 
documentation standard. 
 
After discussion, the ASB voted to ballot the document for exposure. A summary of the ASB’s 
preference vote is as follows: 
 
Summary of Board Preference Vote 
 
                   Qualified 
 Yes No Assent  
Should the proposed exposure draft, Audit 
Documentation be exposed for comment? 
12 1 2  
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George H. Tucker, Chair, Technology Issues Task Force (task force) presented a revised draft of 
a proposed Statement on Auditing Standards (SAS) retitled The Effect of Information Technology 
on the Auditor’s Consideration of Internal Control in a Financial Statement Audit. The proposed 
SAS amends AU section 319. Among the most significant revisions are the following: 
 
 Paragraphs 50 and 51 were expanded to address standard journal entries as recommended at 
the February ASB meeting. In addition, these paragraphs were reorganized to more clearly 
describe the types of procedures that an entity uses to prepare financial statements, 
including— 
 
 Procedures used to enter transaction totals into the general ledger. 
 Procedures by which both standard and nonstandard journal entries to the general ledger 
are initiated, processed, and recorded. 
 Other procedures to prepare the financial statements, including other adjustments that are 
not reflected in formal journal entries, such as consolidating adjustments, report 
combinations, and reclassifications. 
 
 Paragraphs 68 and 69 were combined to eliminate redundancy and to clarify wording that 
appeared to conflict with other guidance in the draft. 
 
 Paragraphs 76, 77, and 97 were modified to correct an error that links the terminology “tests 
of controls” to procedures directed toward the design effectiveness, as well as the operating 
effectiveness, of controls. Phrases that linked tests of controls to procedures to evaluate 
design effectiveness also were deleted from other paragraphs in the draft. 
 
 The last part of paragraph 28 was revised to delete the sentence “the auditor is not required to 
perform tests of controls as part of the understanding of internal control” in response to 
numerous comments that this guidance was confusing and appeared to conflict with other 
guidance in AU section 319. 
 
ASB members suggested various other changes to the document and the Board voted to ballot 
the revised SAS for final issuance.  
 
Summary of Board Preference Vote 
 
      Yes No Abstain Absent 
Should the revised draft of the proposed 
SAS, The Effect of Information Technology 
on the Auditor’s Consideration of Internal 
Control in a Financial Statement Audit, be 
balloted for issuance as a final SAS?   14   0       0      1 
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GAAS Hierarchy  
Thomas Ray, chair of the GAAS Hierarchy Task Force (task force), led the Board's discussion of 
the proposed draft of AU section 151, Generally Accepted Auditing Standards. T. Ray noted that 
a draft of the proposed standard was provided in February to the members of the AICPA 
Professional Ethics Executive Committee for their review and comment; the current draft has 
been revised to take those comments into consideration.  The task force, in drafting a hierarchy 
for the Attestation Standards as directed by the board in February 2001, noted that two AICPA 
committees in addition to the board, the Accounting and Review Services Committee and the 
Management Consulting Services Committee, are authorized by Council to issue attestation 
standards in their respective areas.  
 
The board: 
 Concluded that it would not proceed with development of an Attestation Standards hierarchy 
at this time. 
 Decided that the appendix of "Other Auditing Publications" would be included in the 
exposure draft for illustrative purposes but would not be included in the final SAS.  When the 
proposed SAS is finalized the listing of "Other Auditing Publications" will be included in the 
Codification of SASs as an Appendix. 
 Voted to ballot the draft SAS for issuance as an exposure draft (see Summary of Board 
Preference Vote). 
Summary of Board Preference Vote 
 
     For Against        Abstain             Absent 
 
Should the proposed draft of AU 151, 
Generally Accepted Auditing Standards, be 
balloted for issuance as an exposure draft?  14      0        0         1  
 
Fraud Task Force 
Mr. David Landsittel, chair of the Fraud Task Force met with the Auditing Standards Board to 
discuss the status of the fraud project.  Mr. Landsittel reported that the task force had 1. 
substantially completed the initial information gathering efforts, 2.completed a preliminary 
identification of possible changes to SAS No. 82, and 3. formed preliminary conclusions 
regarding issues that emerge in the development of such changes.  The more significant issues 
discussed with the Auditing Standards Board are as follows: 
 
Synchronization with the concurrently developed redefinition of the audit process.  The task 
force is proposing to reorganize the guidance presented in SAS No. 82 to make it more parallel 
with the overall model of the Audit Process being jointly developed by the Auditing Standards 
Board and the International Auditing Practices Committee. 
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Communication among engagement personnel.  In response to a recommendation of the POB 
Panel on Audit Effectiveness, the task force concluded that there should be a requirement for a 
communication among members of the audit engagement team.  The objectives would include: 
 An emphasis on the need to maintain a proper state of mind regarding the potential for 
material misstatement due to fraud. 
 A top-down communication about the susceptibility of the entity to material misstatement 
due to fraud. 
 A sharing of information about how and where a fraud creating a material misstatement in 
the financial statements could occur. 
 
Expanded inquiries of management.  Based on input received from stakeholders, the task force 
proposes to expand the requirement and guidance regarding the inquiries of management and 
others.  The expanded inquiries would include: 
 An inquiry of management to obtain management’s view regarding the risk of fraud in the 
entity, to obtain an understanding of programs of processes that management has established 
to mitigate specific fraud risks, to obtain an understanding how management monitors such 
programs of processes and to determine whether management has knowledge of fraud. 
 An inquiry about whether the audit committee, as part of its oversight responsibility, has 
made its own assessment of the control environment as it relates to the prevention and 
detection of fraud. 
 For those entities with an internal audit function, an inquiry of appropriate internal audit 
personnel about their assessment of the risk of material misstatement due to fraud, and 
whether they have knowledge of any fraud. 
 
Reorganization and modification of risk factor examples.  The task force has tentatively 
concluded to propose a reorganized presentation of the fraud risk factor examples, following the 
three fundamental conditions existing when a fraud has occurred – “incentives”, “opportunities”, 
and “attitude”. 
 
Evaluating the entity’s response to identified fraud risks.  In order to assist the auditor in an 
evaluation of the effectiveness of management processes and programs designed to address key 
fraud risks, the task force has organized a separate group of experts to develop an appendix to the 
proposed SAS discussing anti-fraud control best practices. 
 
Focused audit procedures required to address the risk of material misstatement due to fraud 
arising from management override. The POB Panel on Audit Effectiveness recommended a 
requirement of the auditor to perform specified substantive tests, primarily in response to a risk 
of management override that cannot easily be addressed through reliance on traditional controls.   
The task force proposes to implement this recommendation by specifying  substantive 
procedures that would ordinarily presumed to be appropriate, absent a specific conclusion by the 
auditor that, in the particular circumstance, their performance is unnecessary or not applicable. 
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Other proposed changes.  Mr. Landsittel also discussed other changes to SAS No. 82 considered 
less significant as those discussed above. 
 
The ASB discussed the above with Mr. Landsittel and all agreed that a draft of the proposed SAS 
would be discussed 
 
Risk Assessment 
John A. Fogarty, Chair, Risk Assessments Task Force (task force), led a discussion about the 
agenda materials submitted to the ASB including a revised audit process diagram; a schematic 
diagram for reorganizing the field work, or "300," section in the Codification of Statements on 
Auditing Standards (the Codification); and outlines for proposed new standards on the Audit 
Process and on Planning and Supervision. 
 
Audit Process Diagram 
 
Mr. Fogarty reported that several significant changes had been made to the audit process 
diagram. The second box has been revised to require the auditor to evaluate the entity's responses 
to "significant" rather than "key" risks as a result of the difficulty in agreeing on a definition of 
"key risks." In addition, the terminology "business risks" has been restored. As a result, the first 
and second boxes together now require the auditor to identify and to evaluate the entity's 
responses to address "significant business risks that may result in material misstatements of the 
financial statements whether due to error or fraud." In addition, the diagram has been revised to 
add a requirement that the auditor identify "other risks," that is, risks other than significant 
business risks, that may result in material misstatement of the financial statements.  Mr. Fogarty 
noted that the audit process diagram will continue to evolve as drafting of proposed standards is 
undertaken. In particular, the distinction between "significant business risks" and "other risks" 
needs further consideration. ASB members commented that the diagram is helpful in depicting 
the thought process in performing an audit, and minimally should appear in the exposure drafts 
of the proposed standards, if not in the standards as finally issued. 
 
Schematic Diagram of the Field Work Standards 
 
Mr. Fogarty presented a draft schematic for reorganizing the "300" section of field work 
standards. The schematic depicts an overview or summary "Audit Process" standard; a new 
Planning and Supervision standard that focuses on mobilization and deployment issues; a new 
standard on Obtaining an Understanding of the Entity and Its Environment that describes the 
information-gathering process that is the basis for the auditor's risk assessments; and a proposed 
new standard on assessing risk. In addition, the Tests of Assertions task force will be drafting 
one or more standards to supersede AU section 326, Evidential Matter, and to incorporate the 
tests of controls guidance from AU section 319, Consideration of Internal Control in a Financial 
Statement Audit. Finally, the Fraud task force is drafting a new standard that will supersede the 
existing fraud standard. 
File Ref. No. 1400 
Auditing Standards Board 
Approved Highlights 




Audit Process and Planning and Supervision Draft Outlines 
 
Mr. Fogarty presented draft outlines for the proposed new Audit Process and Planning and 
Supervision standards. The Audit Process standard is intended to be an overview of the entire 
"300" section of field work standards in the Codification.  ASB members suggested that the 
document would flow better if basic concepts such as materiality were included in a separate 
section at the beginning of the document. ASB members also agreed that the information 
gathering process of  "supporting" the auditor's understanding of the entity and its environment 
may provide evidence, but the guidance needs to be better developed. Similarly, the discussion 
about evaluating the entity's responses to address significant business risks, and obtaining 
evidence of their implementation, needs to be expanded to include definitions or clearer 
descriptions of new terminology. In particular, it is not clear how evaluating the entity's 
responses and obtaining evidence of their implementation compares to existing requirements in 
AU section 319 to obtain an understanding of the design of controls and determine whether they 
have been placed in operation. 
 
 
 
